The increase in total expenditures was carefully tailored so that, on the basis of the unified budget, they would be in balance with revenues that would be available if the economy were at full employment. The major increases in expenditures, the increase in full employment revenues, and the effect on the full employment surplus of the budget proposals are given in Table 1 .
Thus far, the main change in the budget totals has come from the social security amendments passed in March. The administration requested a 6 percent increase in benefits (about $2 billion per year) plus certain other liberalizations (about $11/2 billion when fully effective). A 10 percent increase was passed and, at this writing, the other liberalizations are still under consideration by Congress. If action is confined to the across-the-board increase in benefits, expenditures for calendar 1971 will be only about $500 million above the amount shown in the budget. On the revenue side the requested retroactive increase in the ceiling on wages subject to tax was When adjusted for the expected growth in the economy, the interaction of these two provisions with the minimum standard deduction provides additional tax relief of $3.5 billion in 1972 and $3.4 billion more in 1973. The proposal for increasing current fiscal stimulus would move forward the effective date of these changes. Their value at current levels of income would be somewhat smaller than the amounts estimated for 1972 and 1973. For corporations, the tax reforms did not reduce liabilities substantially, and revenue loss from the proposed accelerated depreciation guidelines would be roughly offset by the gains from the repeal of the investment tax credit. Thus corporate liabilities would still be somewhat larger than they would have been if the laws in effect before the imposition of the surcharge remained on the books today. Reinstatement of the investment tax credit is one of several tax reduction actions that have been suggested to stimulate the economy.
As mentioned earlier, the wage ceiling for social security taxes is scheduled to rise in 1972. The combined employee and employer tax rate, scheduled by previous legislation to rise in 1973 from 10.4 to 11.3 percent, was not changed in the legislation passed earlier this year. In the additional amendments being prepared, the House Ways and Means Committee has recommended increases in 1972 to $10,200 in the wage ceiling and to 10.8 percent in the combined employer-employee tax, to finance additional liberalization of benefits. The increase in the wage ceiling already enacted will increase social security tax liabilities in calendar year 1972 by approximately $3 billion. The further increases recommended in both the ceiling and the tax rate would add $4 billion to $41/2 billion more to liabilities. The Employment Security Amendments of 1970, passed in August, extended unemployment insurance to 4.8 million people, including farm and hospital workers and employees of nonprofit and higher education institutions. The bill provides for thirteen additional weeks of unemployment insurance if the national unemployment rate for covered employment is above 4.5 percent or if the state unemployment rate for covered employment is above 4 percent for three consecutive months.2 The seasonally adjusted rate is to be used to calculate the triggers, and the federal government is to pay half the cost of the extended benefits. The covered unemployment rate has averaged about 1 percent below the official aggregate rate over the past twenty years, although the gap has widened in recent years. The extension of the coverage provided by the act will probably narrow the differential.
Possible Increases in Expenditures
2. The automatic extension of benefits can also be triggered if state covered unemployment for thirteen weeks exceeds 120 percent of the rate for the corresponding thirteen weeks in each of the two preceding years.
Because the act requires modification of state laws, the extended benefit period need not begin before January 1972; a state can, however, provide an earlier starting point if it wishes. As of late April, twenty-six of the states had passed the necessary legislation and nineteen were paying extended benefits.
Another major piece of legislation, which passed the Senate 62 to 10 on April 1, authorizes financial assistance to public and private nonprofit agencies to provide employment to the unemployed and the underemployed. Five hundred million dollars would become available whenever the national unemployment rate exceeded 41/2 percent for three consecutive months, and an additional $100 million for each 0.5 percentage point in excess of 4.5 that prevailed for three months. The cost of the program could not exceed $750 million in the twelve months after enactment nor more than $1 billion in a subsequent twelve-month period.
Provision for public service employment is also included in the welfare reform proposals. It is unlikely to affect fiscal 1972 expenditures, however, unless it is enacted separately with an earlier effective date.
In late April, the House passed a bill authorizing $4.0 billion in accelerated public works and $1.5 billion for the continuing development of the Appalachian region. The Senate had previously passed a bill authorizing moneys for Appalachia but not for accelerated public works. Of the $4.0 billion added by the House, half is to be used to build already planned public works and the other half to construct facilities to attract businesses. Because of the nature of the program, the authorization leads to expenditures over a number of years.
The prospects for the program under discussion may be illuminated by the experience with the 1962 accelerated public works program (Table 4) In summary, the delay in raising the wage ceiling on social security taxes has reduced revenues from those proposed in the budget, but some of that loss may be offset by the increases in tax rates being considered. Acceleration of the remaining reductions in individual income tax liabilities or reinstatement of the investment tax credit could give a further tax stimulus. A bill has been introduced to move forward the remaining tax rate reductions, but no action has thus far been taken.
On the expenditure side, the legislation that has passed or is pending appears to be adding to total outlays.3 However, one-fourth of the requested increase in total expenditures is for revenue sharing. At this point in time, the ultimate fate of these proposals is in doubt. Whether fiscal 1972 expenditures will be higher, lower, or the same as requested in the budget, remains, therefore, unclear.
